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Financial Highlights 


Net sales . 

Earnings before income taxes . . 

Income taxes . 

Net earnings. 

Number of shareholders . . . . 

Number of employees . 

Assets per employee. 


1977 

$192,729,000 

10,429,000 

5,021,000 

5,408,000 

4,200 

3,100 

38,000 


1976 

$154,377,000 

8,667,000 

3,958,000 

4,709,000 

4,200 

3,000 

34,000 


Quarterly Highlights 

Net Earnings Per Share Common Dividends Per Share 



1977 

1976 


1977 

1976 

1st Quarter . . 

. $ .46 

$ .36 

1st Quarter . 

. . $.225 

$.20 

2nd Quarter 

.70 

.57 

2nd Quarter 

. . .225 

.20 

3rd Quarter 

.48 

.40 

3rd Quarter 

. . .225 

.20 

4th Quarter 

.71 

.70 

4th Quarter 

. . .225 

.20 


$2.35 

$2.03 


$.90 

$.80 

Stock Prices 



1977 

1976 




High 

Low 

High 

Low 

1st Quarter . , 


15% 

13% 

15% 

10% 

2nd Quarter . , 


16% 

14% 

15% 

13 

3rd Quarter 


15% 

12% 

14% 

11% 

4th Quarter 


17% 

12% 

14% 

11% 


On January 31,1978 the closing price on the New York Stock Exchange 
was 14%. 



Crompton & Knowles' total revenue in 1977 
amounted to $194,222,000. Here's how the 
money was used: 



$ 

% 

To Employees — Wages, Salaries 
and Benefits. 

$ 52,275,000 

26 . 9 % 

For All Other Costs of 

Doing Business Including Taxes . . 

136,539,000 

70 . 3 % 

For Dividends to Shareholders . . . 

2,364,000 

1 . 2 % 

Reinvested to Maintain 
and Grow the Business and 

Protect and Create Jobs. 

3,044,000 

1 . 6 % 


$194,222,000 

100 . 0 % 
















































To our Shareholders 


Once again I'm pleased to report record sales and 
earnings for the company. 

Total sales volume rose to $192,729,000 in 1977, up 
from $154,377,000 the previous year. Net earnings 
were $5,408,000, up from $4,709,000. 

In our 1976 Annual Report we predicted that 
Crompton & Knowles would "increase sales and 
earnings significantly in 1977." We believe this 
objective has been achieved. 

Present indications are that Crompton & Knowles 
will again achieve new sales and earnings records in 
1978. Our 1978 performance should be aided by the 
numerous steps taken in recent years to improve 
operating efficiency and to redeploy assets into 
business areas with higher profit potential. 

In 1977, we paid a record $5,021,000 in income 
taxes, almost half of our total operating earnings 
and 27% higher than the previous year. 

Total assets per employee amounted to $38,000 in 
1977, also a record. An investment of this magnitude 
is needed to provide the manufacturing, research, 
and other facilities that create and maintain jobs for 
our employees. 

The company's heavy tax burden deprives us of 
funds that could be productively used to provide 
such facilities. Other growth-minded companies 
face a similar problem. We believe that the govern¬ 
ment's present tax policies place an unnecessarily 
high tax burden on American business and — even¬ 
tually— on the consumer. New and more econom¬ 
ically sensitive policies are needed to stimulate 
rather than impede the country's industrial invest¬ 
ment, with the attendant creation of jobs for more 
people. 

Operating Performance 

The company's 1977 earnings record of $5,408,000, 
while a considerable improvement over the previ¬ 
ous year, reflects both good and not-so-good per¬ 
formances by our operating groups and divisions. 

The domestic Dyes and Chemicals Division, our 
largest single division, considerably improved its 
sales and earnings. In contrast, the textile dyes and 
flavors operations in Europe performed far below 
expectations, primarily because of the weak Euro¬ 
pean economies and excessive costs of social legis¬ 
lation. You can be sure the company has already 
taken steps to stem these foreign operating losses 
and will continue taking further action in 1978. 

Textile Machinery earnings were modestly ahead in 
1977 over 1976, but Wire & Plastics Machinery 
earnings were considerably lower. Both are ex¬ 


pected to perform well in 1978, an opinion based in 
part on the high level of backlogs at the end of 1977 
and the sales negotiations in progress at this time. 

A significant contribution to our improved operating 
results was made by Kem Manufacturing Corpora¬ 
tion's product lines consisting of cleaning and main¬ 
tenance chemicals. In 1977, Kern's sales and earn¬ 
ings for the full year were included in Crompton & 
Knowles' consolidated results. Only the last nine 
months of Kern's 1976 results were included in the 
company's consolidated report. It might be noted 
that Kern's sales and earnings for the same nine- 
months period in 1977 were greatly improved over 
the previous year. 

Another important contribution to our improved 
sales and earnings performance in 1977 was made 
by Southern Mill Creek Products Company, which 
was acquired effective March 26, 1977 and which 
has been included in our consolidated results since 
that date. The sales and earnings contribution of 
SMCP's insecticide, fumigant and weed control 
product lines in 1977 showed marked improvement 
over its 1976 results and offers optimism for the 
future. 

Acquisitions 

The merger, mentioned above, of Southern Mill 
Creek Products into Crompton & Knowles has been 
— and we expect will continue to be—a good match 
for both companies. 

As you were previously informed, we entered into 
active negotiations in 1977 for the acquisition of 
U-Brand Corporation, a manufacturer of diversified 
lines of pipe fittings. These negotiations were sub¬ 
sequently terminated by mutual agreement. 



President Frank J. Graziano 
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Good acquisitions add measurably to the growth 
and stability of Crompton & Knowles, and we con¬ 
tinue actively to seek out companies which will fit 
our long-range plans. We are optimistic about 
achieving our acquisition objectives, because we 
believe that Crompton & Knowles' management 
style—decentralized, but demanding — is attractive 
to other companies with growth ambitions. 

In recent years, Crompton & Knowles has com¬ 
pleted several important acquisitions without issu¬ 
ing additional common stock. The company's reve¬ 
nues have increased by 63% since 1975, while the 
number of its outstanding common shares has 
remained approximately the same. Our method of 
financing acquisitions — and results achieved — 
have enabled Crompton & Knowles to achieve sub¬ 
stantial sales and earnings growth without diluting 
per share earnings. 

International 

Crompton & Knowles' international business con¬ 
tinues to grow. Export and foreign sales in 1977 rose 
to $61,102,000, a 36.5% increase over the 
$44,774,000 reported in 1976. Although we were 
disappointed with the results of our Belgian opera¬ 
tions, our other overseas business, particularly in 
Latin America and the Far East, performed up to our 
best expectations. 

Key Ratios 

This year let me again report on certain key figures 
which we (and others) watch closely to help evalu¬ 
ate performance. 

In 1977 our return on common shareholders' equity 
was 10.5%, compared with 9.6% last year. Another 
important ratio is the return on total capital em¬ 
ployed, including long-term and short-term debt. In 
1977, our return was 7.6%, up from 7.4% in 1976. 

Our long-term capital in 1977 was 67% sharehold¬ 
ers' equity and 33% long-term debt, compared with 
72% and 28% in 1976. As stated previously, we are 
prepared, with opportunities of the quality we seek, 
to assume debt up to 40% of our long-term capital to 
obtain our growth opportunities. 

Dividend Action 

In January 1978 the Board of Directors again voted 
to raise the quarterly dividend to shareholders of 
common stock — from 221/20 to 240, a 6.7% in¬ 
crease. Crompton & Knowles dividend policy is to 
continue providing dividend increases from time to 
time, when we are reasonably certain that such 
increases can be maintained at the new level by 


increases in earnings. Crompton & Knowles has 
paid dividends without interruption for 45 years. 

Last year a Dividend Reinvestment and Stock Pur¬ 
chase Plan was made available to Crompton & 
Knowles shareholders. Investors in this Plan are 
able automatically to reinvest their dividends with¬ 
out cost. They have the additional option of invest¬ 
ing up to $3,000 a quarter in the purchase of new 
shares. The company pays all brokerage and ad¬ 
ministrative costs. Please write me if you would like 
to have full details about this Plan and howto join it. 

Research & Development 

In 1977 our investment in research and develop¬ 
ment was another record high — $3,744,000, com¬ 
pared with $3,480,000 in 1976. We have a firm 
commitment to product development as an essen¬ 
tial for future growth, a commitment which has been 
held to in good years and bad. 

One noteworthy achievement during 1977 was 
completion of development and the subsequent 
commercialization of the Crompton & Knowles 
"400" projectile loom. This new weaving machine 
was developed over a period of a decade. It makes 
Crompton & Knowles, for the first time, a major 
competitor in the expanding "shuttleless" loom 
market. 

A large part of our research and development work 
is in Specialty Chemicals, where the competitive 
pace demands constant attention to new and im¬ 
proved products and where efforts of our personnel 
have been exceptionally productive. 

Our Commitment 

Your management is committed to the continued 
growth of the company. 

We believe that we will achieve greater sales and 
earnings in 1978 and thus provide a sound basis for 
continued improvement in future years. We also 
believe this achievement will enable us to serve our 
customers better as well as create additional and 
more secure jobs for employees. 



February 28,1978 
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Specialty 

Chemicals 


Sales $138,324,000 


Dyes and Other Organic Chemicals 
Specialty Cleaning and Maintenance Products 


Dyes and auxiliary chemicals for textiles of synthetic and 
natural fibers, paper products, leather, transfer printing 
inks. 

Flavors and colors for soft drinks, liqueurs, candies, 
meats, bakery and dairy products, pharmaceuticals. 

Fragrances for fine perfumes, cosmetics and toiletries, 
household products. 

Colors and additives for plastics products. 

Organic chemicals for dyes, agricultural, pharmaceutical, 
industrial uses. 

Chemical products for cleaning, maintenance and sanita¬ 
tion. 

Specialty chemicals for pest and weed control. 


Both sales and earnings increased notably in 1977 
for Specialty Chemicals, due primarily to a marked 
improvement in domestic markets and continuing 
strong markets in Latin America and the Far East. 
Unfavorable economic conditions in Europe re¬ 
sulted in losses at our dyes and other organic 
chemicals operations in Belgium and Holland. 

Dyes and Related Chemicals 

The improved performance of the Dyes and Chemi¬ 
cals Division domestically was due to a number of 
factors, including a better product mix and im¬ 
proved operating efficiency resulting from man¬ 
ufacturing innovations at our Gibraltar and Reading, 
Pennsylvania facilities. 

The Division added to its already substantial market 
position in key areas of the textile industry—polyes¬ 
ter, nylon and cotton — by introducing a number of 
important new products. At the same time, product 
lines were broadened in leveling agents, dye fixa¬ 
tives and scouring agents. Greatly increased busi¬ 
ness is expected in chemical auxiliaries for textiles 
in 1978. 

Crompton & Knowles continues to be a leading 
supplier to the transfer printing industry. Especially 
noteworthy is our recent development of a new 
series of Intratherm'" dyes that go into solvent 
systems for the printing of paper. Another 
Crompton & Knowles breakthrough is the new In¬ 
traprintdyes that permit the textile mill to do its 
own transfer printing. 


Principal facilities located in California, Florida, Georgia, 
Illinois, New Jersey, North Carolina, Pennsylvania, Bel¬ 
gium, Canada, England, Holland, Italy and Puerto Rico. 



Herbert J. Friedman, third from left, president of Southern 
Mill Creek Products Company with several key members 
of his staff. 


Flavors, Fragrances and FD&C Colors 

The Flavor, Fragrance and D&C colors business 
registered encouraging growth domestically, al¬ 
though foreign sales were flat. Improvements in 
these businesses were based on the opening up of 
new markets and technological advances, and the 
increased use of "natural" colorants and certified 
colors for foods and related products. Particularly 
promising were the C8tK sales of "color beads," an 
innovation which features good solubility and min¬ 
imal color loss from "dusting" and is especially 
applicableto the food, drug and cosmetic industries. 

Compound flavors was an area where we greatly 
strengthened technical expertise — with both per¬ 
sonnel skills and laboratory facilities. Sales 
strategies developed during the year focused efforts 
on selected key market areas, and were a major 
contributor to increased sales. Laboratory expan¬ 
sions also permitted the incorporation of flavors 
into finished products — a key sales tool for the 
Division. 

Plastics Colors and Orlex 

The broad product mix of plastics colors includes 
color concentrates, multi-functional concentrates, 
dry colors, pastes and liquid colors. Sales and earn¬ 
ings increased modestly in 1977. Further improve¬ 
ment is expected in 1978 with the plastics industry 
anticipating a notable additional use of color. 
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Analysis of the dye content on fabric is made at one of Crompton & Knowles' laboratories. 


During 1977 sales of Orlex organic chemical prod¬ 
ucts were increasingly made to industries beyond 
the dyestuff industry — the agricultural and phar¬ 
maceutical industries particularly. Orlex's capabili¬ 
ties for key intermediates required in other company 
operations greatly reduce our vulnerability to uncer¬ 
tain raw materials situations and help to assure the 
steady out-flow of virtually all dyestuffs and other 
organic chemical products. 

Kem Manufacturing 

In its second year as a Crompton & Knowles sub¬ 
sidiary, Kem Manufacturing Corporation again 
achieved its ambitious growth objectives. 

Kem manufactures and sells specialty cleaning and 
maintenance compounds for a wide variety of uses 
in the United States, Canada, Europe and Latin 
America. During 1977 it significantly increased both 
sales and earnings by opening up new markets and 
expanding traditional ones. More than half of Kern's 


sales were outside the United States. The company 
expects to continue in 1978 its success in developing 
profitable new products, distribution methods and 
markets. 

Southern Mill Creek Products 

SMCP, the newest addition to Crompton & Knowles, 
also had record sales and earnings in 1977, both 
domestically and overseas. It manufactures and 
markets a wide range of pesticides, herbicides and 
related products. Principal markets are in the South¬ 
eastern United States and Latin America. 

The company produces emulsifiable concentrates, 
wettable powders, pellets and granulates with its 
own formulations. Many of its more than five 
hundred products are proprietary. 

The combination of good, innovative products, reli¬ 
able quality control and superior sales-service has 
given the company a solid base for continuing 
improvement in sales and earnings. 
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Special 

Industry 

Machinery 


Sales $54,405,000 


Textile Machinery 


Wire & Plastics Machinery 
Automotive Components 


Textile machinery for apparel fabrics, home furnishings 
and industrial textiles. 

Plastics extrusion systems for insulated wire and cable, 
sheet, blown film, pipe, profile and rubber products. 

Automotive components for light trucks. 

Principal facilities located in Connecticut, Massachusetts, 
North Carolina, Rhode Island, South Carolina, Brazil, 
Japan and Mexico. 


Textile Machinery 

A surge in machinery orders for both standard and 
newly developed textile equipment reflected the 
growing strength and vitality of the company's 
Textile Machinery Group. The backlogs of ma¬ 
chinery orders at the end of the year were up 32% to 
$9.1 million. 

In November Crompton & Knowles put on the mar¬ 
ket and made its first multiple sale of a new type of 
shuttleless loom — the Series 400 Projectile Weav¬ 
ing Machine — which can weave multi-color fabrics 
nearly twice as fast as conventional shuttle looms 
and at significantly lower cost. 

Another advantage of the loom includes a reduction 
in noise level — a major textile mill problem — to 
less than 90 decibels, a tremendous drop from the 
noise level of conventional looms. 

With the development of this new loom Crompton & 
Knowles is in a position to compete in the important 
shuttleless loom market for the first time. The "400" 
loom is the first and only American-made multi¬ 
color projectile weaving machine. 

Standard Crompton & Knowles shuttle looms con¬ 
tinue to fill market needs throughout the world. One 
major order, to be filled in 1978, is for 347 terrycloth 
looms, to be installed in Ireland. New orders con¬ 
tinue to maintain Crompton & Knowles' position as 



Twenty-four of these Crompton & Knowles “400" projectile looms are on order for SpringISummer delivery. 
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the major worldwide supplier of narrow fabric nee¬ 
dle looms for the manufacture of zipper tapes. 

Energy saving is a primary need of our customers. 
To meet this need, important modifications have 
been made in the company's narrow fabric loom 
and other C&K textile equipment including 
brushing/singeing machinery, which is also widely 
regarded as a leader in this field. 

Crompton & Knowles feeders and blenders have 
now captured an estimated 90% of the domestic 
market, and the new Butterworth wet finishing line 
is strengthening C&K's position as a prime supplier 
of finishing machines. 

The company has entered into an agreement with 
Krantz America, Inc. to market jointly an energy¬ 
saving, high efficiency combination of a Krantz low 
profile dryer over a C&K Winsor & Jerauld tenter 
frame. Energy-saving tenter frames also have been 
engineered for both new machines and for equip¬ 
ment currently in mill operations. 

The Foundry & Machine Division, formed to handle 
both weaving machinery requirements and non¬ 
textile business, achieved a significant increase in 
sales and earnings in 1977. The Division's primary 
products are gray and ductile iron castings and 
machined automotive steering and suspension 
components. 

The Division expects to expand its penetration of the 
outside customer market for foundry products dur¬ 
ing 1978, and broaden the base of its automotive 
components business. 

Wire & Plastics Machinery 

Market conditions were depressed in both the wire 
and cable and the plastics industries for most of the 
year. However, order booking increased substan¬ 
tially in the latter part of 1977. Backlogs at the end of 
the year were up 44% to $9 million. 

The Wire & Plastics Group acquired at mid-year a 
20% interest in DICOMASA, a newly formed Mexi¬ 
can company which manufactures and sells wire 
and plastics extrusion machinery. Three prominent 
Mexican companies are joining in the venture, 
which will provide Crompton & Knowles with new 
opportunities in Mexican markets. Crompton & 
Knowles has signed an agreement under which 
DICOMASA is the exclusive licensee in Mexico to 
manufacture the company's complete line of plas¬ 
tics and rubber extrusion machinery. 

The new Brazilian joint venture, Ru I li/Davis Stan¬ 
dard, operated profitably for the year, a significant 
achievement in light of the softness of the Brazilian 
economy in much of 1977. 

Continued technological progress of the Wire & 
Plastics Machinery Group is illustrated by the new 
internal bubble cooler it developed for blown film 



WEBBS 


Two Davis-Standard Ex¬ 
truders like this extrude the 
white & black jackets that 
encase two cables to com¬ 
plete the protection of the 
product - Valtec Corpora¬ 
tion's Dual Channel Fi- 
berdata Cable. 


process operations, with greatly increased output 
rates well above competitive methods. Commercial 
models are expected to be marketed in the first half 
of 1978. 

The Group has acquired, through licensing from the 
General Electric Company, superior process 
technology which utilizes turbulent flow of high- 
temperature gas to cure thermosetting insulations 
in the wire and cable industry. With all the quality 
benefits of moisture-free curing, the process also 
yields up to 3 times greater production rates than 
competing steam systems or stagnant gas cure 
systems. This new technology is now being 
marketed. 
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Financial Review 

5 years ended December 31,1977 


Operations 

Net sales. 

1977 

1976 

1975 

1974 

1973 

$192,729,000 

$154,377,000 

$118,575,000 

$126,783,000 

$122,863,000 

Cost of products sold 
(exclusive of depreciation). 

129,548,000 

105,439,000 

88,478,000 

90,484,000 

87,683,000 

Selling, general and administrative 
expense . 

46,741,000 

35,387,000 

22,756,000 

24,032,000 

23,291,000 

Depreciation and amortization . . . . 

2,495,000 

2,244,000 

2,062,000 

2,184,000 

2,272,000 

Interest expense. 

3,253,000 

2,441,000 

2,346,000 

2,184,000 

2,290,000 

Settlement of antitrust litigation . . . 

— 

— 

1,200,000 

— 

_ 

Other expenses (income) — net . . . . 

263,000 

199,000 

(2,140,000) 

55,000 

(708,000) 

Earnings before income taxes . . . . 

10,429,000 

8,667,000 

3,873,000 

7,844,000 

8,035,000 

Income taxes . 

5,021,000 

3,958,000 

1,543,000 

3,618,000 

3,673,000 

Net earnings . 

5,408,000 

4,709,000 

2,330,000 

4,226,000 

4,362,000 

Net earnings as a percent of sales . . . 

2.8 

3.1 

2.0 

3.3 

3.6 

Common dividends . 

1,891,000 

1,681,000 

1,682,000 

1,682,000 

1,697,000 

Preferred dividends . 

473,000 

448,000 

105,000 

107,000 

197,000 

Net earnings applicable to common 
stock. 

4,935,000 

4,261,000 

2,225,000 

4,119,000 

4,165,000 

Other Statistics 

Working capital ratio. 

2.8 

2.8 

3.2 

2.7 

3.3 

Per share of common stock: 

Net earnings . 

2.35 

2.03 

1.06 

1.96 

1.97 

Common dividends . 

.90 

.80 

.80 

.80 

.80 

Common stockholders'equity . . . 

23.73 

22.33 

21.09 

20.83 

19.68 

Average shares outstanding . 

2,101,237 

2,101,591 

2,102,507 

2,102,076 

2,120,191 

Net earnings as a percent of common 
stockholders' equity at beginning 
of year . 

10.5 

9.6 

5.1 

9.9 

10.6 


Management Comments 

During 1977, the Company acquired the common stock of Southern Mill Creek Products Co., Inc. ("SMCP") for initial 
consideration comprised of cash $1,381,000 and preferred stock $2,104,000. The acquisition was accounted for as a purchase 
and SMCP's results since March 26, 1977 have been included in the consolidated financial statements of the Company. Such 
results are summarized as follows: net sales — $15,894,000; net earnings — $485,000; net earnings per common share — $.18. 

Results for 1977 were favorable compared to 1976. Net sales increased $38.4 million, or 25%, attributable to the acquisition of 
SMCP described above ($15.9 million), an additional quarter of results relating to the 1976 acquisition of Kern described below 
($7.1 million) and the balance principally to higher physical volume and price increases needed to offset inflationary cost 
increases. Cost of products sold increased $24.1 million, or 23%, in 1977 attributable to the acquisition of SMCP ($12.9 million), 
the additional quarter of Kem results ($2.0 million) and the balance principally to higher physical volume and inflationary cost 
increases. Gross profit in 1977 improved to 32.8% from 31.7% in 1976. Selling, general and administrative expense increased 
$11.4 million, or 32%, in 1977 because of the higher volume of sales including acquisitions and increases in the cost of labor and 
services. Depreciation and amortization increased $251 thousand, or 11%, in 1977 principally as a result of the SMCP and Kem 
acquisitions. Interest expense increased $812 thousand, or 33%, in 1977 primarily as a result of the acquisitions and additional 
long-term borrowings for current and future needs. Earnings before income taxes increased $1.8 million, or 20%, in 1977 while 
net earnings increased $699 thousand, or 15%. The lower percentage rate of increase in net earnings as compared to pre-tax 
earnings is attributable to increased taxes in 1977 of $1.1 million, or 27%. Income taxes in 1977 reflect an effective tax rate of 
48.1% compared to 45.7% in 1976. 

During 1976, the Company acquired the outstanding stock of Kem Manufacturing Corporation ("Kem") for initial consideration 
of $8,000,000 of preferred stock. The acquisition was accounted for as a purchase and Kern's results since March 27,1976 have 
been included in the consolidated financial statements of the Company. Such results are summarized as follows: net sales — 
$20,089,000; net earnings — $920,000; net earnings per common share — $.24. 

Results for 1976 were favorable compared to 1975. This was attributable, in part, to the acquisition of Kem described above. In 
addition, sales from operations other than Kem were up 13%, reflecting a strengthening of specialty chemicals and textile 
machinery markets. Cost of products sold from such operations was also up 13%, but operating profits improved 
percentage-wise through greater absorption of fixed costs. Offsetting this were exchange losses of $515,000 included in "other 
expenses (income) — net." This compared with exchange gains of $997,000 and profit from the sales of fixed assets of $619,000 
included in "other expenses (income) — net" in 1975. Also, in 1975, the provision for income taxes benefited by a reversal of 
$400,000 in tax reserves no longer deemed necessary. 

Refer to other sections of this Annual Report for further management discussion and analysis of operations. 

CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 
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Supplementary Financial Data 

Sales by business segment: 


1977 1976 1975 1974 1973 


Dyes and other organic chemicals 

• $ 90,764,000 

$ 79,943,000 

$ 66,517,000 

$ 69,979,000 

$ 66,555,000 

Specialty cleaning and 






maintenance products . 

47,560,000 

20,089,000 

— 

— 

— 

Textile machinery. 

25,348,000 

25,535,000 

20,392,000 

25,964,000 

26,391,000 

Other . 

29,057,000 

28,810,000 

31,666,000 

30,840,000 

29,917,000 


$192,729,000 

$154,377,000 

$118,575,000 

$126,783,000 

$122,863,000 


Operating profit by business segment: 

Dyes and other organic chemicals . . 

$ 6,788,000 

$ 5,852,000 $ 

2,116,000* 

$ 9,069,000 

$ 8,839,000 

Specialty cleaning and 
maintenance products . 

4,304,000 

1,734,000 

_ 

_ 

— 

Textile machinery . 

2,290,000 

2,125,000 

1,244,000 

( 240,000) 

194,000 

Other . 

2,024,000 

2,532,000 

4,370,000 

2,844,000 

2,446,000 


$ 15,406,000 

$ 12,243,000 $ 

7,730,000 

$ 11,673,000 

$ 11,479,000 


♦Includes settlement of antitrust litigation at a cost of $1,200,000. 


Assets by business segment: 






1977 

1976 

Dyes and other organic chemicals. 

Specialty cleaning and 

maintenance products . 

Textile machinery . 

Other . 




$ 50,581,000 

25,763,000 

16,740,000 

12,321,000 

$ 48,801,000 

14,737,000 

15,928,000 

13,346,000 





$105,405,000 

$ 92,812,000 

Sales by major geographical areas: 




1977 

1976 

U.S. — Sales to unaffiliated customers (A) . . . 

Transfers to other geographical areas . . . . 

Europe — Sales to unaffiliated customers . . . 

Transfers to other geographical areas . . . . 

Other — Sales to unaffiliated customers . . . . 

Eliminations. 




$154,992,000 
3,920,000 
21,451,000 
818,000 
16,286,000 
( 4,738,000) 

$125,067,000 
3,486,000 
18,082,000 
298,000 
11,228,000 
( 3,784,000) 





$192,729,000 

$154,377,000 

(A) Includes export sales throughout the world of approximately $23,365,000 and $15,464,000 in 1977 and 1976, 
respectively. 

Other information by major geographical areas: 


Operating Profit 

Assets 



1977 

1976 

1977 

1976 

United States . 

Europe . 

Other . 

Eliminations. 

. $ 

13,114,000 
630,000 
1,683,000 
( 21,000) 

$ 10,289,000 
969,000 
982,000 
3,000 

$ 79,681,000 
19,151,000 
7,973,000 
( 1,400,000) 

$ 70,080,000 
17,467,000 
6,407,000 
( 1,142,000) 


$ 

15,406,000 

$ 12,243,000 

$105,405,000 

$ 92,812,000 


Refer to note 14 of notes to consolidated financial statements and elsewhere in this Annual Report for further description 
and information relating to the Company's business segments and geographical operations. Also, referto note 11 of notes 
to consolidated financial statements for further information with respect to recent acquisitions comprising the specialty 
cleaning and maintenance products segment. 
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Consolidated Earnings find Retained Earnings 

Years ended December 31,1977 and December 25,1976 


Revenue Net sales . 

Royalties, commissions and other income 
Total revenue . 


Costs and 
Expenses 


Cost of products sold (exclusive of depreciation) 
Selling, general and administrative expense 

Depreciation and amortization . 

Interest . 

Other . 

Total costs and expenses . 

Earnings before income taxes . 

Income taxes (note 6) . 

Net earnings . 


Retained 

Earnings 


Retained earnings at beginning of period . . 
Deduct cash dividends: 

Preferred stock (note 8) . 

Common stock — $.90 per share in 1977 and 
$.80 per share in 1976 . 

Retained earnings at end of period (note 5) . 


Per Share Net earnings per common share 


1977 

$ 192 , 729,000 

1 , 493,000 

194 , 222,000 


129 , 548,000 

46 , 741,000 

2 , 495,000 

3 , 253,000 

1 , 756,000 

183 , 793,000 

10 , 429,000 

5 , 021,000 

5 , 408,000 


37 , 319,000 

473,000 

1 , 891,000 
$ 40 , 363,000 


$ 2.35 


1976 

$154,377,000 

1,648,000 

156,025,000 


105,439,000 

35,387,000 

2,244,000 

2,441,000 

1,847,000 

147,358,000 

8,667,000 

3,958,000 

4,709,000 


34,739,000 

448,000 

1,681,000 
$ 37,319,000 


$ 2.03 


See accompanying notes to consolidated financial statements. 
CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 
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Consolidated Balance Sheets 

December 31,1977 and December 25,1976 


Assets 


1977 

1976 

Current Assets 

Cash. 

$ 4 , 765,000 

$ 2,862,000 


Short-term investments, at cost which approximates market . . 

5 , 828,000 

5,377,000 


Accounts receivable, less allowance for doubtful items of 
$2,171,000 in 1977 and $1,837,000 in 1976 . 

34 , 222,000 

28,954,000 


Inventories (note 2). 

40 , 569,000 

36,128,000 


Prepaid expenses. 

1 , 763,000 

1,251,000 


Total current assets. 

87 , 147,000 

74,572,000 

Investment 

Investment in a non-consolidated subsidiary 
and affiliates, at equity in net assets . 

1 , 682,000 

1,505,000 

Plant and 
Equipment 

Property, plant and equipment at cost, less accumulated 
depreciation and amortization of $22,761,000 in 1977 
and $21,309,000 in 1976 (note 3) . 

17 , 948,000 

17,211,000 

Intangible and 
Other Assets 

Intangible assets at cost, less amortization (note 4) . 

Other assets . 

9 , 988,000 

398,000 

8,786,000 

620,000 



$ 117 , 163,000 

$102,694,000 

Liabilities and Stockholders' Equity 



Current 

Liabilities 

Current installments on long-term debt (note 5). 

Notes payable (note 5) . 

$ 3 , 229,000 

4 , 977,000 

$ 3,068,000 

2,422,000 


Accounts payable. 

13 , 997,000 

11,362,000 


Accrued expenses . 

7 , 537,000 

7,380,000 


Income taxes payable (note 6) . 

1 , 904,000 

2,104,000 


Total current liabilities . 

31 , 644,000 

26,336,000 

Non-current 

Liabilities 

Long-term debt (note 5). 

Deferred income taxes (note 6). 

28 , 165,000 

519,000 

20,822,000 

557,000 


Minority interest . 

32,000 

116,000 


Total non-current liabilities . 

28 , 716,000 

21,495,000 

Stockholders' 

Equity 

Capital stock (notes 8 and 9) 

Preferred stock, no par value, 250,000 shares authorized : 

Issued ($100 stated value) 

4 %, 6,000 shares . 

600,000 



6%, 38,750 shares . 

— 

3,875,000 


7!/ 2 %, 21,041 shares . 

2 , 104,000 

— 


8%, 41,250 shares. 

4 , 125,000 

4,125,000 


Common stock, $5 par value, 4,000,000 shares authorized, 
2,191,364 shares issued. 

10 , 957,000 

10,957,000 


Additional paid-in capital . 

45,000 

9,000 


Retained earnings (note 5). 

40 , 363,000 

37,319,000 


Less common shares held in treasury — 85,833 in 1977 
and 92,846 in 1976 . 

58 , 194,000 

1 , 391,000 

56,285,000 

1,422,000 


Total stockholders' equity. 

56 , 803,000 

54,863,000 


Commitments and contingencies (notes 10,11 and 12) 

$ 117 , 163,000 

$102,694,000 


See accompanying notes to consolidated financial statements. 
CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 
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1976 


Changes in Consolidated Financial Position 

Years ended December 31,1977 and December 25,1976 


1977 


Funds Were Net earnings . $ 5,408,000 

Provided By Charges to earnings not requiring funds, principally depreciation, 
amortization and certain exchange adjustments relating 

to long-term debt — net . 2,601,000 

Funds derived from operations . 8,009,000 

Preferred stock issued pursuant to the acquisition 

of Southern Mill Creek Products Co., Inc. (note 11) . 2,104,000 

Preferred stock issued pursuant to the acquisition 

of Kem Manufacturing Corporation (note 11) . 600,000 

Increase in long-term debt exclusive of exchange adjustments 

and debt acquired through acquisition (note 5) . 7,160,000 

Disposition of net plant and equipment, exclusive of gains of 

$496,000 in 1977 and $14,000 in 1976 . 697,000 

Decrease in excess cost of investments relating to the 

packaging machinery business sold in 1976 . — 

Consideration relating to 7,013 treasury shares issued 

principally upon exercise of stock options . 67,000 

$18,637,000 


Funds Were Net assets of acquired companies excluding 

Used For working capital (note 11) . $ 544,000 

Cost in excess of net assets of acquired companies (note 11) . . . 1,686,000 

Purchase of a portion of the minority interest in a 

consolidated subsidiary . — 

Redemption of 6% preferred stock in 1977 and 

5!4% preferred stock in 1976 . 3,875,000 

Cash dividends paid to stockholders . 2,364,000 

Purchase of 4,000 shares of common stock . — 

Purchase of property, plant and equipment . 2,436,000 

Increase in investment in a non-consolidated 

subsidiary and affiliates . 177,000 

Other . 288,000 

Increase in working capital . 7,267,000 

$18,637,000 


Changes In Increase (decrease) in current assets: 

Working Capital Cash . $ 1,903,000 

Short-term investments . 451,000 

Accounts receivable . 5,268,000 

Inventories . 4,441,000 

Prepaid expenses . 512,000 


12,575,000 

Increase (decrease) in current liabilities: 

Installments on long-term debt . 161,000 

Notes payable . 2,555,000 

Accounts payable . 2,635,000 

Accrued expenses . 157,000 

Income taxes payable . (200,000) 


5,308,000 

Total increase (decrease) in working capital . $ 7,267,000 


See accompanying notes to consolidated financial statements. 
CROMPTON & KNOWLES CORPORATION AND SUBSIDIARIES 


$ 4,709,000 


2,471,000 

7,180,000 


8,000,000 

1,168,000 

380,000 

547,000 


$17,275,000 


$ 519,000 

837,000 

175,000 

2,000,000 

2,129,000 

49,000 

2,042,000 

587,000 

235,000 

8,702,000 

$17,275,000 


$ 1,364,000 
826,000 
10,700,000 
3,399,000 
481,000 

16,770,000 


205,000 

1,401,000 

3,035,000 

1,840,000 

1,587,000 

8,068,000 

$ 8,702,000 
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Notes to Consolidated Financial Statements 


(1) Accounting Policies 
Principles of Consolidation 

The consolidated financial statements include the accounts of all subsidiaries except a wholly-owned subsidiary which is 
not significant and is accounted for under the equity method. 

Translation of Foreign Currencies 

Foreign currency accounts are translated into U.S. dollars as follows: exchange rates at the end of the period are used to 
translate cash and amounts receivable or payable; historical exchange rates are used to translate inventories, property, 
plant and equipment, depreciation and certain other accounts; average exchange rates during the year are used to 
translate income and other expense accounts. Aggregate exchange losses of $89,000 in 1977 and $515,000 in 1976 are 
included in other expenses. 

Property, Plant and Equipment 

Property, plant and equipment are carried principally at cost. Depreciation of property, plant and equipment is computed 
generally on the straight-line method at rates which are sufficient to amortize the cost of the assets over their estimated 
useful lives. Rates used are: building and building improvements, 2% — 20%; furniture and fixtures and miscellaneous 
equipment, 4% — 33 Vi%; machinery and equipment, 3% — 20%. Major machinery rebuilding costs are capitalized while 
maintenance and repairs which do not improve or extend the lives of the respective assets are expensed. When properties 
are retired or otherwise disposed of, the cost of the assets and the related accumulated depreciation are removed from the 
accounts. The resultant gain or loss is reflected in earnings. 

Inventory Valuation 

Inventories are valued principally at the lower of first-in, first-out cost or market. 

Amortization of Intangible Assets 

Amortization of identifiable intangible assets is computed on the straight-line method at rates which are sufficient to 
amortize the cost of the assets over their estimated useful lives. Rates used for contracts, formulae, trademarks, etc. are 
6% — 20% and for patents and patent rights, 6% — 13%. 

The cost of acquisitions in excess of tangible and identifiable intangible assets acquired, originating prior to 1971, 
aggregating $4,468,000 at the end of 1977 and 1976, is not being amortized, as in the opinion of management, no 
permanent loss in value has occurred. Such costs arising subsequent to 1970, aggregating $4,103,000 at December 31, 
1977, and $2,359,000 at December 25,1976, are being amortized by the straight-line method over periods of from twenty to 
forty years. 

Income Taxes 

Deferred taxes are provided in the financial statements in recognition of significant timing differences, principally 
depreciation and exchange adjustments. The Company follows principally the deferred method of recording the 
investment tax credit, whereby its effect on net earnings is amortized over the useful lives of the related property, plant and 
equipment. The unamortized balance at December 31,1977 of $264,000 (1976 — $239,000) is included in deferred income 
taxes. Certain foreign subsidiaries presently do not pay income taxes on earnings generated in their respective countries 
because they operate under tax exemption grants. No provision has been made for Federal income taxes which would be 
payable if undistributed earnings of foreign subsidiaries were distributed to the Company in the form of dividends, since it 
is management's intention to permanently invest such earnings in such foreign operations. 

Pensions 

Pension costs are determined and funded in accordance with generally accepted actuarial methods providing for the 
payment of current service costs plus the amortization of past service costs generally over thirty year periods. 

Research and Development 

Expenditures for research and development costs are charged to operations as incurred ($3,744,000 in 1977 and 
$3,480,000 in 1976). 

Earnings Per Share 

The computation of earnings per common share is based on the weighted average number of shares outstanding 
(2,101,237 in 1977 and 2,101,591 in 1976) after deducting from net earnings the preferred dividend requirements. The 
earnings per share calculation does not include shares reserved for stock options and stock appreciation rights, since the 
effect of such inclusion would not be currently material. 
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(2) Inventories 


Finished goods and manufactured parts 

Work in process . 

Raw materials and supplies . 


December 31, 
1977 


$27,065,000 

4,552,000 

8,952,000 

$40,569,000 


December 25, 
1976 


$22,377,000 

5,584,000 

8,167,000 

$36,128,000 


(3) Property, Plant and Equipment 

Land . 

Building and building improvements . 

Machinery and equipment . 

Furniture and fixtures and miscellaneous equipment 
Construction in progress . 

Less accumulated depreciation and amortization 


December 31, 
1977 


$ 1,413,000 
11,517,000 
23,593,000 
3,607,000 
579,000 

40,709,000 

22,761,000 

$17,948,000 


December 25, 
1976 


$ 1,286,000 
10,874,000 
21,551,000 
3,426,000 
1,383,000 

38,520,000 

21,309,000 

$17,211,000 


(4) Intangible Assets 


December 31, 1977 


December 25, 1976 


9Va% senior notes (refinanced — see paragraph which follows) 

7% sinking fund note (refinanced — see paragraph which follows) . 

8 3 / s % notes under credit agreement due in quarterly installments of $250,000 
through October 31,1981, with a final installment of $2,250,000 due 

on January 31,1982 . 

8Y 2 % notes payable in quarterly installments of $154,000 with a final 

installment of $1,001,000 due on January 31,1982 . 

Notes payable in equal quarterly installments through 1979 at 1% above 

the lending bank's prime rate . 

Notes payable in semi-annual installments of $60,000 at 1 %% above Eurodollar 

rate adjusted quarterly . 

5% note paid in March 1977 . 

Notes payable in Belgian Francs: 

7% and 8% notes, $1,134,000 payable in annual installments of $189,000 
through 1983, and $557,000 payable in annual installments of $98,000 

through 1982 with a final installment of $67,000 due in 1983 . 

7.85% notes due in annual installments ranging from $86,000 to $229,000 

from 1978 through 1989 . 

7% notes due in equal installments in 1978 and 1980 . 

7.15% notes due in 1978 . 

11.15% notes due in equal annual installments of $99,000 through 1981 
Other . 

Total long-term debt . 

Less current installments of long-term debt . 

Total long-term debt, excluding current installments . 



Asset 

Accumulated 

Amortization 

Asset 

Accumulated 

Amortization 

Contracts, formulae, trademarks, etc. 

Patents and patent rights. 

Cost of acquisitions in excess of tangible 
and identifiable intangible assets acquired . 

$ 4,597,000 
495,000 

8,571,000 

$13,663,000 

$2,991,000 

304,000 

380,000 

$3,675,000 

$ 4,594,000 
495,000 

6,827,000 

$11,916,000 

$2,605,000 

275,000 

250,000 

$3,130,000 

(5) Current and Long-Term Debt 



December 31, 
1977 

December 25, 
1976 

Long-term debt is summarized as follows: 

9% note payable under financing agreement due in annual installments of $1,559,000 
commencing in 1983 (see paragraph which follows) . 

. $15,585,000 

$ 


— 

4,000,000 

— 

1,585,000 

6,250,000 

7,250,000 

3,470,000 

4,087,000 

750,000 

1,219,000 

300,000 

420,000 

" 

300,000 

1,691,000 

1,879,000 

1,948,000 

1,934,000 

716,000 

672,000 

287,000 

537,000 

396,000 

— 

1,000 

7,000 

31,394,000 

23,890,000 

3,229,000 

3,068,000 

$28,165,000 

$20,822,000 
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In January 1977, the Company entered into a financing agreement with an insurance company which permitted the 
borrowing of an amount up to $15,585,000 during the first half of 1977 at an interest rate of 9%. On June 28, 1977, these 
funds were borrowed. Payments under the financing agreement commence in 1983. The Company utilized $5,187,000 of 
the funds to refinance the 9 3 A% senior notes and 7% sinking fund notes. In addition, a revolving credit loan of $2,400,000 
was repaid. The balance of the funds were generally invested in short-term securities or used for working capital purposes 
as required. 

In February 1977, the Company entered into a bank credit agreement with a group of seven banks providing for up to 
$12,000,000 of revolving credit loans from time to time, prior to January 2,1980. Outstanding loans may be converted at 
anytime on or before January 2,1980, to term loans due January 1,1985. The agreement calls for interest at the prime rate 
on revolving loans and at between 104% and 107% of the prime rate on term loans. The Company must pay an annual 
commitment fee of Vi of 1%. As of December 31,1977, there were no loans outstanding under this credit agreement. 

The restrictive covenants of the new agreements are similar to those of existing note agreements. These note agreements 
impose restrictions on the Company with respect to short and long-term debt and working capital levels. These 
restrictions are not expected to adversely affect the Company's operations. Certain of the note agreements also impose 
restrictions on the payment of cash dividends. Under the most restrictive agreement, unrestricted retained earnings are 
$4,452,000 at December 31,1977. 

The Company had available short-term lines of credit aggregating approximately $21,500,000 at December 31,1977. The 
average amount of such debt outstanding during 1977 was $4,000,000 with a weighted average interest rate of 15%. The 
maximum month-end balance during 1977 was $5,300,000. At December 31,1977, the weighted average interest rate on 
current notes payable was 14%. 

The aggregate annual maturities of long-term debt are $2,613,000 in 1979, $2,536,000 in 1980, $2,146,000 in 1981, 
$2,047,000 in 1982, with the balance payable through 1992. 


(6) Income Taxes 

Income taxes are comprised of the following for the years ended: 



United States 

Foreign 

State 

Total 

December 31,1977: 

Currently payable . 

Deferred . 

Amortization of investment credit . . . . 

. $3,518,000 

. 71,000 

. (70,000) 

$914,000 

$588,000 

$5,020,000 

71,000 

(70,000) 


$3,519,000 

$914,000 

$588,000 

$5,021,000 

December 25,1976: 

Currently payable . 

Deferred . 

Amortization of investment credit . . . . 

. $2,747,000 

. 135,000 

. (80,000) 

$678,000 

$478,000 

$3,903,000 

135,000 

(80,000) 


$2,802,000 

$678,000 

$478,000 

$3,958,000 

The following is a reconciliation of computed 

"expected" tax expense to actual tax expense: 




1977 


1976 


Amount 

% 

Amount 

% 

Computed "expected" tax expense . . . . 

State taxes (net of U.S. tax effect) . 

DISC benefit. 

Miscellaneous . 

. $5,006,000 

. 306,000 

. (160,000) 

. (131,000) 

48.0 

2.9 

(1.5) 

(1.3) 

$4,160,000 

249,000 

(168,000) 

(283,000) 

48.0 

2.9 

(1.9) 

(3.3) 

Actual tax expense . 

. $5,021,000 

48.1 

$3,958,000 

45.7 


Certain of the Company's foreign subsidiaries have net operating loss carryforwards aggregating approximately 
$1,875,000 at December 31,1977. 

At December 31, 1977, the cumulative amount of undistributed earnings of the Company's Domestic International Sales 
Corporation and of its foreign subsidiaries, operating under tax exemption grants, on which the Company has not 
recognized U.S. income taxes aggregated approximately $4,800,000. 

The Company's consolidated domestic tax returns have been examined by the Internal Revenue Service through 
December 31,1972. 
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(7) Pensions 

The Company and its subsidiaries have non-contributory pension plans covering a majority of employees. Total pension 
expense aggregated $1,714,000 in 1977 and $1,652,000 in 1976. As of January 1,1977, the actuarially computed value of 
vested benefits exceeded the sum of the pension fund assets, valued at market, by approximately $2,871,000. 


(8) Preferred Stock 

The preferred shares outstanding at December 31, 1977, are voting, non-convertible, cumulative and redeemable (in 
whole or part after January 1, 1982, on the 8% and 4% preferred stock and in part prior to March 27, 1982, and in whole 
thereafter, on the 1V 2 % preferred stock) at the option of the Company at their stated value of $100 per share plus accrued 
dividends. The annual dividend rate on the 8% preferred stock increases from $8.00 per share to $10.00 per share on 
January 1,1982, and to $12.00 per share on January 1,1984. The annual dividend rate on the4% preferred stock increases 
from $4.00 per share to $8.00 per share on January 1,1982. The annual dividend rate on the 7!/2% preferred stock increases 
from $7.50 per share to $10.00 per share on January 1,1983, and to $12.00 per share on January 1,1984. 

Shares issued during 1977 and 1976 were in connection with the acquisitions of Kem Manufacturing Corporation and 
Southern Mill Creek Products Co., Inc. Refer to note 11 for additional information with respect to these acquisitions. 


(9) Stock Options and Stock Purchase and Savings Plan 

Under the 1966 Qualified Stock Option Plan, which expired on March 27, 1976, the 1970 Qualified Stock Option Plan, 
expiring in 1980, and the 1977 Stock Option Plan, expiring in 1987, options were available for grant to officers and certain 
key employees to purchase 100,000 shares of the Company's common stock undereach plan at prices not less than 100% 
of the market value on the date of grant. Qualified options are exercisable on a cumulative basis between two and five 
years from the date granted. Under amendments to the 1966 and 1970 plans, adopted as of October 31,1972, non-qualified 
options and stock appreciation rights may also be granted. Non-qualified options and stock appreciation rights are 
exercisable on a cumulative basis between two and ten years from the date granted. Under the 1977 Stock Option Plan, 
only non-qualified options and stock appreciation rights may be granted. 

Changes during 1976 and 1977 in shares under option are summarized as follows: 


Price Per Share 



Range 

Average 

Shares 

Outstanding at December 27,1975 . 

Granted. 

Exercised . 

Lapsed . 

.$ 8.25—21.75 

$10.97 

13.58 

12.63 

13.78 

122,033 

22,400 

(11) 

(13,222) 

Outstanding at December 25,1976 . 

Granted. 

Exercised . 

Lapsed . 


11.13 

14.33 

10.50 

12.88 

131,200 

29,000 

(10,179) 

(12,052) 

Outstanding at December 31,1977 . 


11.70 

137,969 

A summary of options exercisable and available for grant is as follows: 




Exercisable 


Shares 


Price Per Share 

Available 

for 

Grant 


Shares Range 

Average 

December 25,1976 . 

December 31,1977 . 


$12.12 

11.10 

16,589 

96,318 


In 1977, the Company offered a Stock Purchase and Savings Plan to eligible employees of the Company and certain of its 
subsidiaries. The Company makes contributions equivalent to a certain percentage of employee withholdings. 


(10) Leased Assets and Lease Commitments 

The Company over the years has entered into real property and equipment leases which have not met the criteria for 
capitalization under Accounting Principles Board Opinion No. 5 and, therefore, have been accounted for by the operating 
method. In November 1976, the Financial Accounting Standards Board issued Statement No. 13, "Accounting For 
Leases." The statement is effective for lease agreements entered into on or after January 1,1977; however, its provisions 
will have to be applied retroactively in 1978 in order to comply with Securities and Exchange Commission requirements. 
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No lease in effect at December 31,1977 is classified and accounted for as a "capital lease"; however, certain leases in effect 
at December 31,1977, which are now being accounted for by the operating method would be classified and accounted for 
as "capital leases" understatement No. 13. If the Company had accounted for those leases as capital leases, assets would 
have increased by $6,157,000 and $6,588,000, and liabilities would have increased by $7,984,000 and $8,317,000 at 
December 31, 1977, and December 25, 1976, respectively. Net earnings for the years ended December 31, 1977, and 
December 25,1976, would not have been significantly affected by capitalization of these leases. 

At December 31, 1977, minimum rental payments due under all non-cancelable leases aggregated $12,893,000 payable 
as follows: 1978 — $1,886,000; 1979 — $1,695,000; 1980 — $1,305,000; 1981 — $1,117,000; 1982 — $857,000; later years — 
$6,033,000. The minimum rental payments have been reduced by minimum sublease rentals aggregating $1,300,000. 

Total rental expense for all leases was $3,752,000 in 1977 and $3,130,000 in 1976. These amounts are net of sublease 
rentals of $100,000 in each year. 

All leases expire prior to 1996. Real estate taxes, insurance and maintenance expenses are generally obligations of the 
Company and accordingly are not included as part of rental payments. It is expected that, in the normal course of business, 
leases that expire will be renewed or replaced by leases on other properties. 

Included in the above disclosures are leases covering plant and equipment owned by Company pension trusts with 
current annual rentals of approximately $800,000 and renewal options at substantially lower rentals. 


(11) Acquisitions 

During 1976, the Company acquired the outstanding common stock of Kem Manufacturing Corporation ("Kern") for 
$8,000,000 of preferred stock ($4,125,000 at 8% and $3,875,000 at 6%). The acquisition, which is being accounted for as a 
purchase, resulted in initial goodwill of $837,000 which is being amortized by the straight-line method over a period of 
twenty years. An additional $3,000,000 of preferred stock is issuable over five years upon attainment of prescribed 
earnings levels by Kem. Such earnings levels were achieved in 1976 and 1977. Accordingly, 6,000 shares of 4% preferred 
stock were issued effective January 1,1977 and 6,000 additional shares became issuable effective January 1,1978. Kem 
results since March 27,1976, have been included in the consolidated financial statements of the Company. 

During 1977, the Company acquired the common stock of Southern Mill Creek Products Co., Inc. ("SMCP") for cash of 
$1,381,000 and 1Vi% preferred stock of $2,104,000. The acquisition, which is being accounted for as a purchase, resulted in 
initial goodwill of $1,086,000 which is being amortized by the straight-line method over twenty years. An additional 
$2,410,000 of consideration is issuable over the next four years upon attainment of prescribed earnings levels by SMCP. 
Such earnings level was achieved in 1977 and 6,025 shares of 5% preferred stock became issuable on January 1, 1978. 
SMCP results since March 26,1977, have been included in the consolidated financial statements of the Company. 

If the operations of Kem and SMCP had been included since the beginning of 1976, the Company's pro-forma operating 
results would be as follows: 

Year Ended 

December 31, 1977 December 25, 1976 

Net sales . $194,931,000 $172,793,000 

Net earnings . $ 5,346,000 $ 5,152,000 

Net earnings per common share . $2.30 $2.10 


(12) Litigation 

In the ordinary conduct of their business, the Company and its subsidiaries may be parties to litigation. At December 31, 
1977, in the judgement of management, based on consultation with legal counsel, there are no matters pending or 
threatened which will have a material effect on the consolidated financial position or results of operations of the Company. 


(13) Foreign Operations 

Financial data applicable to the Company's foreign operations (excluding Puerto Rico) as of and for the years ended 
December 31,1977, and December 25,1976, are as follows: 


Sales . 

Net earnings .... 

Assets . 

Liabilities . 

Stockholders' Equity 


1977 

$35,845,000 

$ 387,000 

$23,532,000 

13,287,000 

$10,245,000 


1976 

$28,571,000 

$ 496,000 

$21,913,000 

12,386,000 

$ 9,527,000 
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(14) Business Segment Data 

Business Segment Operations 

Dyes and Other Organic Chemicals Manufacture and sale of dyes and other organic chemicals, including flavors and 

fragrances, to the textile, paper, leather, plastics, foods, cosmetics, pharmaceuti¬ 
cals and other markets. 


Specialty Cleaning and Maintenance Manufacture and sale of specialty cleaning and maintenance products, including 
Products pesticides and related chemicals, to primarily institutional and commercial users. 


Textile Machinery 


Other 


Manufacture and sale of machinery (and related parts) for use by the textile 
industry in fabric forming, fiber processing and fabric finishing. 

Includes the manufacture and sale of plastics extrusion machinery and automo¬ 
tive components. 


The following information relates to operations of the Company delineated by business segment: 

(In Thousands of Dollars) 



Dyes and 
Other 
Organic 
Chemicals 

Specialty 
Cleaning and 
Maintenance 
Products 

Textile 

Machinery 

Other 

Adjustments 

and 

Eliminations 

Consolidated 

Sales . 

$90,764 

$47,560 

$25,348 

$29,057 


$192,729 

Operating profit . 

$ 6,788 

$ 4,304 

$ 2,290 

$ 2,024 


$ 15,406 

General Corporate expenses and 

other items — net . 

Interest expense. 






(1,724) 

(3,253) 

Earnings before income 
taxes . 






$ 10,429 

Identifiable assets at 

December 31,1977 . 

$50,581 

$25,763 

$16,740 

$12,321 


$105,405 

General Corporate assets . . . . 






11,758 

Total assets at 

December 31,1977 . 






$117,163 

Depreciation and amortization 

$ 1,249 

$ 525 

$ 337 

$ 337 

$ 47* 

$ 2,495 

Capital expenditures. 

$ 1,224 

$ 662 

$ 223 

$ 228 

$ 99* 

$ 2,436 


"Represents Corporate Office depreciation and capital expenditures. 


The following information relates to operations of the Company delineated by major geographical area: 


(In Thousands of Dollars) 



United 

States 

Foreign 

Adjustments 

and 

Eliminations 



Domestic 

Export 

Europe 

Other 

Consolidated 

Sales to unaffiliated 

customers. 

Transfers between 
geographical areas . . . . 

. . $131,627 $23,365 

. . — 3,920 

$21,451 

818 

$16,286 

$ - 

(4,738) 

$192,729 


$131,627 

$27,285 

$22,269 

$16,286 

$(4,738) 

$192,729 

Operating profit . 

. . $13,114 

$ 630 

$ 1,683 

$( 21) 

$ 15,406 

Identifiable assets 
at December 31,1977 . . . 

. . $79,681 

$19,151 

$ 7,973 

$(1,400) 

$105,405 


Sales by segment and geographical area represent sales to unaffiliated customers only. Intersegment sales are nominal 
and have not been separately disclosed. Transfers between geographical areas are generally based upon prices which 
yield a reasonable operating profit to the selling division. The elimination of sales and operating profit relating to transfers 
between geographical areas has been made to reconcile geographical information with consolidated amounts. 
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Operating profit is defined as total revenue less operating expenses. In computing operating profit, the following items 
have not been added or deducted: general corporate expenses, interest expense, income taxes, equity in the net income of 
an unconsolidated subsidiary and minority interest in earnings of a consolidated subsidiary. 

Identifiable assets by industry are those assets that are used in the Company's operations in each industry. Corporate 
assets are principally cash and other assets maintained for general corporate purposes. 

The Company has a 100% interest in a non-consolidated domestic company whose operations are vertically integrated 
with the Company's operations in the dyes and other organic chemicals business. The Company's equity in net earnings of 
this company for 1977 was $110 thousand and the investment in net assets amounted to $778 thousand. The Company 
also has partial interests (amounting to $582 thousand) in three foreign (not European) companies integrated with the 
Company's operations in the plastics extrusion machinery business. The Company's equity in the net earnings of these 
affiliates is not currently significant. The earnings and investments relating to the unconsolidated subsidiary and affiliates 
are included in the general corporate categories in the business segment tabulation. 


(15) Summarized Unaudited Quarterly Financial Data 

1977 Quarter Ended 



March 26 

June 25 

September 24 

December 31 

Net sales . 

.$41,382,000 

$50,325,000 

$46,483,000 

$54,539,000 

Gross profit. 

. 14,066,000 

15,918,000 

15,163,000 

18,034,000 

Net earnings. 

. 1,045,000 

1,618,000 

1,116,000 

1,629,000 

Net earnings per 
common share. 

. .46 

.70 

.48 

.71 


1976 Quarter Ended 



March 27 

June 26 

September 25 

December 25 

Net sales . 

.$32,762,000 

$42,582,000 

$37,665,000 

$41,368,000 

Gross profit . 

. 8,096,000 

13,285,000 

12,522,000 

15,035,000 

Net earnings. 

. 774,000 

1,350,000 

989,000 

1,596,000 

Net earnings per 
common share. 

. .36 

.57 

.40 

.70 


Accountants Report 

THE BOARD OF DIRECTORS AND STOCKHOLDERS 
CROMPTON & KNOWLES CORPORATION: 

We have examined the consolidated balance sheets of Crompton & Knowles Corporation and subsidiaries as of 
December 31,1977 and December 25,1976 and the related consolidated statements of earnings and retained earnings and 
changes in financial position forthefifty-three-week and fifty-two-week periodsthen ended. Our examinations were made 
in accordance with generally accepted auditing standards, and accordingly included such tests of the accounting records 
and such other auditing procedures as we considered necessary in the circumstances. 

In our opinion, the aforementioned consolidated financial statements present fairly thefinancial position of Crompton & 
Knowles Corporation and subsidiaries at December 31, 1977 and December 25, 1976, and the results of their operations 
and changes in their financial position for the fifty-three-week and fifty-two-week periods then ended, in conformity with 
generally accepted accounting principles applied on a consistent basis. 

Newark, New Jersey 
February 6,1978 
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